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Bankruptcy Law Applied to Wage Earners 


On April 30, 1934, the United States Supreme Court 
decided a case (Local Loan Company, Petitioner, vs. 
William Hunt) which is of vast importance for wage 
earners in bankruptcy cases. It will furnish a much 
needed relief to wage earners who have made wage as- 
signments previously to becoming bankrupt. It also has 
an important bearing on the “loan-shark” evil. 

The case arose in Illinois which has a law (June 14, 
1917) making it unlawful and usurious to charge a rate 
of interest greater than seven per cent on loans of $300 
or less unless the loan company obtains a license from 
the State Department of Trade and Commerce and sub- 
mits to regulation. Licensed companies may charge three 
and one-half per cent per month, or 42 per cent per year, 
but if they charge more, then the principal and interest 
are not collectible. Furthermore, they are not allowed 
to require a wage earner to assign more than 50 per cent 
of his current wages as security for payment of the loan. 

Small loan laws have been enacted in 27 states which 
license and regulate such business. The rate of interest 
they are allowed to charge ranges from two and one-half 
to three and one-half per cent per month, or from 30 to 
42 per cent annually. These high rates of interest are 
supposed to be necessary to meet the expenses of collect- 
ing and other costs and particularly, to permit enough 
earnings on investment to induce lenders to engage in 
that form of business under regulation. In most cases 
they cannot require payment of more than ten per cent 
of the current wage to satisfy the debt. High as these 
rates of interest are, they are moderate compared to the 
rates which “loan-sharks” charge borrowers who are ig- 
norant of the fact that the lender cannot collect principal 
and interest if he attempts to charge more than a stated 
legal rate of interest, say seven per cent, as in Illinois. 

This legal prohibition is supposed to act as a penalty 
to compel lenders to come under the small loan act. How- 
ever, the “loan-sharks” find ways and means to collect 
more than seven per cent. For example, if a borrower 
is loaned $100 and pays $50 and something happens to 
prevent him from paying the remainder, the wage assign- 
ment of 100 per cent, generally required by the loan shark, 
is waved before the borrower and he is informed that the 
wage assignment will be presented to the borrower’s em- 
ployer for collection. Rather than have this occur with 
the result that he may lose his job, the borrower is fre- 
quently blackmailed into signing a document which 
greatly increases the balance due and compounds the 
interest so that by the time the borrower has completed 
payment the amount paid is several, or many, times the 


loan. A recent case cited in connection with the campaign 
of the Illinois State Attorney against “loan-sharks” shows 
that one borrower paid $1,600 interest on a loan of $85 
contracted eight years previously, to bury his father, the 
borrower never having funds to apply on the principal, 
and paying interest to avoid a garnishee of wages.’ 

In another instance, cited by Lloyd A. Faxon, the 
attorney who defended William Hunt in the Local Loan 
Company case before the Supreme Court, a man endorsed 
a note for a friend who had borrowed $230. The bor- 
rower had a stroke of paralysis and could not repay the 
loan. The endorser had also signed a wage assignment 
and was forced to pay $370 on the loan or lose his job. 
When the case came to the attention of Mr. Faxon $600 
was still due on the loan. Thus $970 was claimed for 
$230 borrowed by a sick friend. In such cases the de- 
cision of the Supreme Court will furnish much needed 
relief if the wage earner is bankrupt. 

In the case under review the borrower had obtained on 
September 17, 1930, a loan of $300 and assigned a portion 
of his wages as security. On March 3, 1931, he filed a 
petition in bankruptcy in a federal district court in Illi- 
nois, including in his liabilities the foregoing loan. On 
October 10, 1932, Hunt was adjudicated a bankrupt and 
an order was entered discharging him from all probable 
debts and claims. On October 18, 1932, the loan com- 
pany brought an action in the Municipal Court of Chicago 
against Hunt’s employer to enforce the wage assignment 
against wages earned after the adjudication. Hunt then 
appealed to the court which had declared him bankrupt 
to enjoin the loan company from attempting to enforce 
its claim under the wage assignment. The bankruptcy 
court issued an injunction which was upheld by the Cir- 
cuit Court of Appeals. On appeal to the Supreme Court 
the loan company maintained that the bankruptcy court 
was without jurisdiction to enjoin the action in the Mu- 
nicipal Court, that a wage assignment constitutes an en- 
forceable lien because the Supreme Court of Illinois had 
so decided, and that the United States Supreme Court 
was bound by that decision. 

In its decision the United States Supreme Court de- 
clared the federal bankruptcy court had authority to en- 
join the loan company. Although the Municipal Court 
had authority to afford the relief which Hunt sought 
the Supreme Court declared that the remedy which it 
could afford “would be inadequate to meet the require- 
ments of justice.” Since the Illinois Supreme Court had 
already ruled that a wage assignment, contracted before 
the proceedings in bankruptcy was enforceable, to require 


1Thé Chicago Daily News, June 2, 1934. 
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Hunt to appeal from the Municipal Court to higher state 
courts until the case reached a “court [the U. S. Supreme 
Court] whose judgment upon the merits of the question 
had not already been determined” would be a remedy 
entirely inadequate because of the disproportionate ex- 
pense and trouble involved. This is in accord with the 
established principle that equity relief may be sought 
against injury for which there is no adequate redress 
at law. 

Whether a wage assignment constitutes a lien within 
the meaning of the bankruptcy act is a matter upon which 
“state and federal courts are not in complete accord,” but 
the Supreme Court declared, that “by far the larger num- 
ber of cases and the greater weight of authority” indicate 
that it is not a lien. The only state cases, called to the 
attention of the Supreme Court, in which it was held 
that wage assignments are liens, were Illinois cases and 
a Massachusetts case. ‘The lower federal courts .. . 
concur in the view that the lien has no existence or is 
ineffective as against an adjudication and discharge in 
bankruptcy.” 

The contention that decisions of the Illinois Supreme 
Court holding that wage assignments are liens which are 
not “invalidated by the assignor’s discharge in bank- 
ruptcy,” the United States Supreme Court dismissed be- 
cause “it is precluded here by the clear and unmistakable 
policy of the bankruptcy act.” Furthermore, the case 
under consideration arose in a federal court of bankruptcy 
and the suit was brought to vindicate the decrees of that 
court “in the exercise of a jurisdiction essentially federal 
and exclusive in character.” 

Since a primary purpose of the bankruptcy act is to 
relieve honest debtors from the weight of oppressive 
debts and permit them to start afresh, after surrendering 
for distribution the property they possess, “local rules 
subversive of that result cannot be accepted as controlling 
the action of a federal court.” 

In conclusion the court pointed out that “the power of 
the individual to earn a living for himself and those de- 
pendent upon him is in the nature of a personal liberty 
quite as much if not more than it is a property right. To 
preserve this free exercise is of the utmost importance, 
not only because it is a fundamental private necessity, but 
because it is a matter of great public concern. From the 
viewpoint of the wage earner there is little difference be- 
tween not earning at all and earning wholly for a creditor. 
Pauperism may be the necessary result of either. The 
amount of the indebtedness, or the proportion of wages 
assigned, may here be small, but the principle, once estab- 
lished, will equally apply where both are very great. The 
new opportunity in life and the clear field for future 
effort, which it is the purpose of the bankruptcy act to 
afford the emancipated debtor, would be of little value 
to the wage earner if he were obliged to face the necessity 
of devoting the whole or a considerable portion of his 
earnings for an indefinite time in the future to the pay- 
ment of indebtedness incurred prior to his bankruptcy. 
Confining our determination to the cause in hand, and 
leaving prospective liens upon other forms of acquisitions 
to be dealt with as they may arise, we reject the Illinois 
decisions as to the effect of an assignment of wages earned 
after bankruptcy as being destructive of the purpose and 
spirit of the bankruptcy act.” 

This decision has received very little publicity. Doubt- 
less if it is taken advantage of it will cost the loan com- 
panies millions of dollars; they are extensive advertisers ; 
and many of their stockholders are influential people. 
Wage workers should know their rights. Social workers 


and others who have to deal with the distressing circum- 
stances of debt-ridden wage workers should be aware of 
the remedy now available. Otherwise many local and 
state courts will doubtless continue to enforce wage as- 
signments on wage workers who have every right to take 
advantage of the bankruptcy law. 


The Veterans’ Compensation Dispute 


The issue of INFoRMATION SERVICE for October 22, 
1932, dealt at length with the controversy over compensa- 
tion for veterans. President Roosevelt’s veto on March 
27, 1934, of the Independent Offices Appropriation Bill 
providing for restoration of federal pay cuts and ad- 
ditional benefits to war veterans raised an issue between 
the administration and Congress with the result that the 
bill was passed over his veto. The President’s message 
on January 4 transmitting budget estimates to Congress 
included $602,838,000 for the Veterans’ Administration 
for the fiscal year 1934. However, this figure included 
$20,850,000 for the Civil Service Retirement Fund. De- 
ducting this sum leaves $581,988,000 for “military serv- 
ices” provided by the Veterans’ Administration for the 
fiscal year 1934. 

In his veto message the President pointed out that the 
annual cost of veterans’ relief based on the original regu- 
lations following the passage of the Economy Act on 
March 20, 1933, was $486,000,000. Since that date the 
President, by revising regulations in order to do justice 
to the veterans, has added costs of $117,000,000 which he 
estimated would bring the total cost for the fiscal year 
1935 up to $603,000,000. The bill as passed over the 
President’s veto includes certain provisions involving in- 
determinate expense. Also, the discussion of the matter 
in the press was involved and somewhat confused by the 
fact that the excess appropriation which the President 
complained of included the restoration of the former pay 
schedule of federal employes, whose salaries had been cut. 
Disregarding this feature, which ‘is not relevant, the 
President’s estimate of the increases in veterans’ com- 
pensation, under the bill, was $103,000,000. 

The National Commander of the American Legion 
claims that these provisions will add only $40,000,000 to 
the cost of veterans’ relief and that $11,000,000 of that 
amount would care for the 29,000 veterans denied com- 
pensation by local boards appointed as part of the regu- 
lations under the Economy Act in 1933. The Veterans’ 
Administration, however, estimates that approximately 
330,000 World War veterans, 180,600 Spanish War vet- 
erans and 34,900 dependents of Spanish War veterans 
will be affected by this legislation and that the increased 
cost annually will be $83,213,406, or a total of $629,- 
961,504 for “military services.” 

The provisions for veterans’ compensation are con- 
tained in Title III of the Act. Section 26 of this title re- 
establishes the former compensation rates for totally blind 
World War veterans except where the veteran is bein 
furnished hospital care by the government. Section 2 
provides that World War veterans who had established 
by March 19, 1933, that their disabilities were presump- 
tively due to war service shall receive 75 per cent of the 
amount payable on that date. Section 28 perpetuates the 
rating schedule in effect on March 19. It further pro- 
vides for pensions for widows and children of veterans 
who died prior to the final passage of the Act and who, 
if living, would be in a position to establish that their 
disabilities were due to war service under the provisions 
of Section 200 of the World War Veterans Act. Section 
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29 provides for hospitalization and domiciliary care of 
veterans who are unable to pay for it. Section 30 gives 
to veterans of the Spanish-American War, the Boxer 
Rebellion, and the Philippine Insurrection 75 per cent of 
the pension they were receiving or were entitled to receive 
on March 19, 1933. (The Economy Act eliminated 
4,510 emergency officers from the compensation rolls who 
were receiving 75 per cent of the salaries they were draw- 
ing when they were discharged.) Some of these officers 
were making large salaries in government and private 
employment. Section 30 provides that a veteran in gov- 
ernment employment service shall not receive a pension 
of more than six dollars per month if he is single and his 
salary exceeds $1,000 and if he is married and his salary 
exceeds $2,500. Section 31 provides for the same com- 
pensation for those who were injured as the result of 
training, hospitalization or medical or surgical treatment 
as for those who were injured in military or naval service. 

After stating his objections to the increase in federal 
salaries the President, in his veto message, discussed the 
principles underlying veterans’ relief which he had pre- 
sented to the American Legion Convention in October, 
1933. On that occasion he pointed out that the obligation 
of citizens to bear arms makes the government responsible 
for compensation for the injuries and diseases contracted 
while in defense of the country. But “no person, because 
he wore a uniform must thereafter be placed in a special 
class of beneficiaries over and above all other citizens. 
The fact of wearing a uniform does not mean that he 
can demand and receive from his government a benefit 
which no other citizen receives. It does not mean that 
because a person served in the defense of his country, 
performed a basic obligation of citizenship, he should 
receive a pension from his government because of a dis- 
ability incurred after his service had terminated, and not 
connected with that service. 


“Tt does mean, however, that those who were injured 
in or as a result of their service, are entitled to receive 
adequate and generous compensation for their disabilities. 
It does mean that generous care shall be extended to the 
dependents of those who died in or as a result of service 
to their country.” 

With these principles, he believed, the American people, 
“including the overwhelming majority of veterans them- 
selves,” were in agreement. Applying these principles to 
the bill he decided he could not approve it. 

The President pointed out that the Economy Act had 
determined that a disability due to war services is a ques- 
tion of fact and that there is no justification in legislative 
dicta providing that sickness which commenced four, 
five or six years after the termination of the war is caused 
by war services. To deal with this question local boards 
were established on which three out of five were in no 
way connected with the Veterans’ Administration and 
two-thirds of those serving were ex-service men. These 
boards disapproved compensation to 29,000 veterans and 
their decisions were unanimous in 94 per cent of the 
cases. Under the provisions of the new law these 29,000 
presumptive cases which were denied service connection 
by the boards are being reviewed and in all cases where 
presumptive service connection can be established, com- 
pensation will be paid at 75 per cent of the rate to which 
the veteran was entitled under the provisions of the 
World War Veterans’ Act as amended. 

The Economy Act and the regulations thereunder re- 
moved from the pension rolls many veterans of the 
Spanish-American War, the Boxer Rebellion and the 
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Philippine Insurrection, whose disabilities were not due 
to war service. Those who have reached the age of 62 
years and are permanently disabled as the result of injury 
and disease are entitled to a pension. The President 
pointed out that if World War veterans should be treated 
as liberally by 1949 the annual cost would be $830,000,000 
for that item of veterans’ compensation alone. The Presi- 
dent declared that the United States in terms of compen- 
sation and hospitalization had done more for veterans 
than any other government. 

For the fiscal year 1932, a total of $595,948,314 was 
disbursed by our government for World War benefits. 
To this total was added the appropriation of $312,000,000 
for the Adjusted Service Certificate Fund and the $4,- 
233,000 deficiency appropriation (1932) for Military 
and Naval insurance, making a total of $912,181,314. 
From this total was deducted the sum of the following 
items: $28,736,667 disbursed for Government Life In- 
surance ; and $23,215,621 expended for matured Adjusted 
Service Certificates, which figure is included in the $595,- 
948,314 quoted above, making the total deduction of $51,- 
952,288, or a net cost of $860,229,026. Such figures as 
are available indicate that the expenditure of the United 
States for veterans’ relief is very far in excess of that 
of European countries. 


What the figures will show for operations from June 
30, 1933, to June 30, 1934, remains to be seen. The 
appropriation of $629,961,504 required for the fiscal year 
1935 for “military services” includes $50,000,000 for the 
Adjusted Service Certificate Fund. To this is added 
$20,850,000 for the Civil Service Retirement Fund, mak- 
ing a total of $650,811,504 appropriated. If the Economy 
Act of 1933 had not been put into effect an appropriation 
of $966,838,000 would have been required for the fiscal 
year 1934, or a difference of approximately $316,000,000, 
including $50,000,000 for the Adjusted Service Certifi- 
cate Fund. This difference is made up largely of the 
following items: (1) removing from the rolls all dis- 
ability allowance (non-service connected) payments to 
World War veterans who are disabled to a degree of less 
than total; (2) the savings which have been effected in 
the administration of hospital benefits; (3) the payment 
of Spanish War veterans at 75 per cent of the old rate 
of pension and the elimination from the rolls of those 
veterans who did not serve during the war period and 
(4) the curtailment of payment of military and naval 
insurance. 

The question remains, however, whether the new law 
has so opened the door to political pressure on Congress 
for further concessions that the authority given the Presi- 
dent under the Economy Act to check unwarranted com- 
pensation will be largely nullified. 


A Young Ministers’ Manifesto 


A small group of young Southern ministers holding 
radical convictions met at Monteagle, Tennessee, May 
27 to 29, to discuss religion and the new social order. 
The findings of the conference are, in part, as follows: 

“We approve of the objectives of the New Deal in so 
far as they seek to abolish poverty, and child labor, recog- 
nize the right of the workers to bargain collectively, 
move in the direction of a planned economy (as, for 
example, in the T.V.A. development) and provide a 
more equitable distribution of wealth. We also consider 
the influence of the New Deal in creating a mental back- 
ground destructive of the previous individualism to be 
a gain.... 
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“We believe that the objectives of the New Deal cannot 
be achieved under the profit economy, and that these 
shortcomings of the New Deal are inherent in the capital- 
istic system. 

“We condemn the manifest injustices to the Negro, as 
is evidenced in discrimination against him by employers 
and trade unions in the matter of wages and in courts 
of law, in his exclusion from the skilled trades, in the 
disproportionate sums spent for his education, in the 
restricting of his right to suffrage, in the operation of 
Jim Crow laws, in the inadequacy of housing, recreational 
and health facilities. We call upon church groups to 
make the principle of brotherhood concrete in the rela- 
tionships between the races, especially in the economic 
afea.... 

“We are convinced of the need of developing a radical 
political party for all races, composed of farmers, indus- 
trial workers and members of the middle class, with a 
program of socialization of natural resources, the prin- 
cipal means of production and distribution, including a 
plan for the nationalization of land with the clear under- 
standing that the farmer retains the land that he uses.” 


A Guide for Study of the NRA 


The National Recovery Administration has just pub- 
lished a booklet entitled What Is the NRA? A Guide 
for Study and Discussion, (Supt. of Documents, Gov- 
ernment Printing Office, Washington, D. C., 5 cents 
per copy.) 

In the foreword it is stated that the pamphlet “has 
been compiled as a means of assisting the discussion of 
the aims, methods and accomplishments of the National 
Recovery Administration. It may be used either by in- 
dividuals for their own information or by adult classes 
already organized for study.” A comprehensive inter- 
pretation of the NRA is given. This includes a state- 
ment of the reasons why the NRA was established, what 
its aims are, how it functions, how codes of fair com- 
petition are made, certain provisions of codes, the relation 
of consumers and labor to the enterprise, the President’s 
Reemployment Agreement, the work of compliance, re- 
ports of progress and problems emerging. 

Then follow in brief form suggestions for community 
forums on the NRA and an outline for adult study groups 
or classes. The text of title I of the National Industrial 
Recovery Act is published in full. The bibliography pro- 
vides a brief guide to NRA publications, including the 
codes. A one-page summary is appended. 


Regimentation and Liberty 


The Yardstick (National Catholic Welfare Confer- 
ence) for May 7 upholds the statement of members of 
the directing staff of the New Deal that “the industrial- 
ists and bankers are the regimenters and that the gov- 
ernment is trying to stop it.” 

“For surely,” says The Yardstick, “we have been regi- 
mented by concentrated wealth and financial power . . . 
even to the point that we wanted to agree that concentra- 
tion of wealth and credit is as natural as the stars and 
for the best interests of everybody. Minds were regi- 
mented... . 

“Remember . . . the regiments of men, women and 
children who marched from the farms to the cities at 
the bidding of a misery they did not cause and then back 
from a city misery that came like an earthquake... . 

“And as for employes. What are low wages and long 


hours but regimentation? What else is the unorganized 
isolation of wage and salary workers who at the word 
of others get jobs or do not get them and who work for 
wages that others dictate? ... 

“The regiments of bread lines, the regiments in the 
charity offices... . 


“Eternal vigilance is one price of liberty. Another 
price is universal organization of the wage-workers and 
the salary workers into unions and of farmers into co- 
operatives, and their persistent demand that every law 
that concerns them shall be in part administered by them. 
For example, the NRA and the crop program of the 
farm administration.” 


Relief for Austrian Socialists 


The International Federation of Trade Unions has re- 
cently issued a statement in regard to the funds raised 
for relief work among the Austrian Socialists. It is 
charged that the Communists have been spreading slan- 
derous reports to the effect that “the Matteoti Fund is 
being used to support the workers’ murderers, and that 
... 25 per cent of the funds raised by the International 
Federation of Trade Unions to help the victims of the 
events in February, which are being distributed in Austria 
by the Society of Friends, have been handed over to the 
Dollfuss Fund.” <A second charge is that the Federation 
is handling its funds for the Austrian workers directly 
over to Dollfuss. These reports are declared to he 
“downright and deliberate lies.” . 

It is suggested that the purpose of these reports is 
to discredit the International Federation, and to further 
the collecting of funds from Communist workers. The 
Federation has distributed more than 4,000,000 French 
francs in Austria. The Russian government gave the 
International Red Aid 1,000,000 Austrian schillings for 
relief work, but relatively little money has been raised 
by the Communists in Western Europe because “the great 
masses of workers have no confidence in their work.” 
It has been possible to distribute the Federation’s funds 
without any deduction for administrative expenses, but 
the Communist Red Aid, it is charged, has “in some cases 
used up to 50 per cent of the collections for administrative 
expenses.” The second statement is declared to be “a 
deliberate attempt to create confusion in the public mind 
between one individual trade union organization and the 
whole group of international trade secretariats connected 
with the International Federation of Trade Unions, just 
in order to make the International Federation of Trade 
Unions and the affiliated trade secretariats seem respon- 
sible for the act of betrayal committed by an individual.” 


Bibliography on the Peace Movement 


The Library of the Carnegie Endowment for Inter- 
national Peace (700 Jackson Place, Washington, D. C.) 
has recently issued Peace Forces of Today, Reading list 
no. 27, rev. ed., “select references to recent books and 
articles on various aspects of the peace movement.” The 
topics covered are: peace and the peace movement in 
general; arbitration and conciliation and other methods 
of peaceful settlement of international disputes; com- 
munication and transit ; congresses and conferences; dis- 
armament and security ; economic and financial questions; 
fine arts; intellectual cooperation; international law and 
diplomacy; international organization and federation; 
League of Nations; language, literature, libraries, mu- 
seums ; philosophy, psychology and religion ; science, tech- 
nology, exhibitions, work with special groups. 
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